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Foreword 
The AICPA’s Private Companies Practice Section (PCPS) is proud to be a part of the Se-
curing the Future publication series. When succession planning was identified as a significant 
profession issue back in 2004, PCPS was there and hired one of the true thought leaders in 
the profession, Bill Reeb, CPA to gain further insight and to create a publication to address 
the needs of the profession in this area.
Fast forward four years to 2008, when PCPS again called on Bill to conduct research 
into this issue and—based on past experience and current issues raised—help PCPS create 
the PCPS Succession Resource Center. Bill and his partners, Dominic Cingoranelli and 
Michaelle Cameron, founders of the new organization the Succession Institute, collectively 
developed the materials and worked in getting the PCPS Succession Resource Center live 
and content rich on the PCPS Web site (www.pcps.org). The Succession Resource Center 
is web based learning, and houses both text and video content on succession issues. In ad-
dition to it’s online offerings, PCPS also wanted to provide a print version for the broader 
audience. We went back to the Succession Institute team to create a second publication in 
this Securing the Future series.
As part of the succession research, PCPS conducted a survey in 2004 and 2008. The 
results of the 2008 survey showed slight improvement with 35% of responding multi owner 
firms and 9% of sole proprietors reporting having a succession plan in place. In 2004, only 
25% of multi owner firms and 8% of sole proprietors had a plan. While it appears that some 
progress has been made, a great deal of work remains to be done in our profession to prepare 
for succession within firms.
While many firms aren’t focused directly on Succession Planning, PCPS has realized 
that succession issues are more about how you manage your practice than a standard pro-
fession rule of thumb on what the multiple may be to calculate value. In this first volume, 
Securing the Future: Succession Planning Basics, does a great job in setting up the reader to start 
down the proper path of succession by focusing on internal operations. The subsequent 
volume, Securing the Future: Taking Succession to the Next Level, then builds on what is learned 
in this book and helps apply that learning to the succession strategy you determine for your 
firm. We believe that the two volumes in this set are “must reads” for anyone in public ac-
counting who is contemplating succession planning or retirement. 
However, even if succession or preparing for imminent retirement are not high priori-
ties now, these two volumes are chock full of tools, techniques, ideas, and best practices that 
can help any professional firm operate more effectively, successfully, and profitability. We 
would like to thank Bill, Dom and Michaelle for their hard work and tireless contribution to 
the profession. The Securing the Future series is a true gem for the profession. We’d also like 
00-Securing1-FM.indd   3 1/11/10   8:39:58 AM
iv
Securing the Future: Succession Planning Basics
to thank the PCPS Executive Committee who, since 2003, have kept a key focus on help-
ing the profession with this very important issue. The leadership started with Rich Caturano 
and continued with David Morgan and we hope to continue to build on the pathway both 
have set for this committee in recent years.
William Pirolli, CPA
Chair, Private Companies Practice Section Executive Committee
James C. Metzler, CPA_CITP
Vice President, Small Firm Interests, AICPA
Mark Koziel, CPA
Director, Specialized Communities & Firm Practice Management, AICPA
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vForeword to the  
First Edition 
The AICPA Private Companies Practice Section (PCPS) is pleased to bring the profession 
our ongoing series of resources, tools, and guidance for succession in your firm. The mission 
of the PCPS is to make practicing CPAs and their firms successful. As part of this mission, 
we have assembled the best resources in the country to help you and your firm chart the 
proper course to successfully transition to the next generation of leaders. Bill Reeb is truly 
one of the most renowned and respected experts on firm practice success and is at the top 
of his tame in his authorship of this practical and insightful book.
We are part of a “graying” America. One Baby Boomer turns 50 every seven seconds. 
In 1993, almost 47 percent of the AICPA membership was over 40. By the end of 2004, 
that figure had jumped to more than 68 percent. Members of the accounting profession will 
retire faster than new CPAs can replace them; today, a substantial number of firms do not 
survive the founding partner. Firm succession discussions at Managing a Practice (MAP) 
conferences a few years ago were only about maximizing value. Now, the most pressing 
issue is to enable firms to continue successfully after key partners retire or move on.
This series of AICPA/PCPS succession resources are all under one tent: To build a firm 
that can be transitioned successfully in the future, the firm must be built to be strong and 
successful today.
Current and future success go hand in hand. Even if succession is not a focus of your 
attention at the moment, there are many powerful lesions in this book from Bill Reeb that 
will enable your firm to indeed be stronger and more profitable right now.
Many thanks to the members of the PCPS Executive Committee Succession Task 
Force, who devoted countless volunteer hours to the development of this book. Special 
thanks to the Chair, Wayne Berson, CPA.
Richard Caturano, CPA
Chair, Private Companies Practice Section Executive Committee
James C. Metzler, CPA
Vice President, Small Firm Interests, AICPA
Sheryl Martin, CPA
Director, Firm Practice Management, AICPA
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kill”	rite	of	passage.	It	is	a	mentality	that	assumes	that	cream will rise to the top on its 

































































It	 shouldn’t	 surprise	anyone	by	now	that	 this	book	 is	about	how	to	bridge	 the	gaps	
between	the	superstar	and	operator	models.
Planning Is the First Step
One	of	the	goals	of	this	book	is	to	motivate	you	to	start	thinking	about	where	you	want	to	
go.	Theodore	Roosevelt	said,	“When	you	aim	at	nothing,	you’ll	hit	it	every	time.”	A	great	
many	firms	right	now	are	aiming and firing everyday without agreement as to the target.	The	best	
image	that	describes	the	typical	CPA	firm	is	a	sailboat	hundreds	of	miles	from	any	shore,	





and	someone	bullies	 the	others	 into	changing	course.	This	results	 in	 the	sailboat	 turning	
toward	a	different	shore,	only	to	find	another	owner	hoisting	the	sails,	while	others	are	at	
work,	again,	with	the	anchors.	In	reality,	the	owners	would	be	happier	at	any of the various 
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When to Create the Plan
A	number	of	firms	take	the	position	that	they	do	not	want	to	spend	time	planning	until	they	
can	identify	near-term	addressable	obstacles.	Well,	simply	put,	a	great	deal	of	the	time,	those	
“addressable	obstacles”	are	actually	behaviors	 (or	 lack	 thereof)	of	members	of	 the	owner	
group.	The	most	expedient	way	to	overcome	these	obstacles	is	to	face	the	issues	directly.	

























Time Frame for the Plan






































Purpose of the Plan
In	order	for	an	operation	to	continuously	improve	performance,	workers	need	to	have	a	
clear	sense	of	direction	or	mission.	The	theory	is	simple:
By	 formalizing	 the	 planning	 process,	 you	
can	more	easily	create	synergy	among	the	owner	




ment	of	 the	overall	 strategy.	This	 understanding	
Plans continually need to be 
monitored and adjusted so that 
they are consistent with the 
resources available. Operations 
need to be continually monitored 
and adjusted so that outcomes ap-
proximate the plan.
 Key Point
The more people working towards 
a common goal, the greater the 
likelihood of its achievement.
 Key Point
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How To Use This Book
















































































Knowing more about your likely 
buyer helps you identify steps to 
drive up the value of your firm.
 Key Point
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The Environment and Strategy: 
Managing Resources, Maximizing 
Reward
Chapter 1 
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“blob”	 in	 the	 old	 1950s	movie;	 it	will	 just	 find	


























You cannot legislate the market-
place. 
 Key Point
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Aging of AICPA Membership
Age 1993 2004 2008
31–54 73.81% 71.24% 65.5%
40-under 53.01% 31.76% 23.8%























<=30 31–40 41–54 >=55




























have	an	 impact.	That	demographic	 is	 the	number	of	women	entering	 the	profession.	 In	
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the	current	recruiting	efforts	 result	 in	an	 increasing	number	of	CPAs,	 it	appears	 that	 the	
demographic	shape	will	begin	to	look	like	an	hour	glass	(measured	by	a	higher	rate	of	new	




























1  AICPA. 2009 Trends In the Supply of Accounting Graduates and the Demand for Public Accounting Recruits. New York, AICPA. 2009.
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three	 trends	 that	 are	or	will	 have	 a	noteworthy	 impact	 on	“the	 size	of	 the	marketplace	
waves”	that	we	either	are	or	will	be	encountering.
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Trend 2. Reshaping Services



















CPA Firm Practice Forces
We	have	looked	at	our	professional	landscape	from	30,000	feet.	Now,	I	would	like	to	high-
light	four	universal	issues	that	I	have	encountered	over	and	over	again	in	working	closely	
with	 firms.	 They	 are	 foundation	 and	 consistency;	management,	 staffing	 and	 operations;	
growth;	and	succession	strategies.	These	issues	coincidentally	also	outline	how	the	book	is	
organized.	
Issue 1. Foundation and Consistency 
Most	CPA	firms,	especially	those	under	$15	million	in	size,	operate	more	like	a	local	real	
estate	office	than	a	single	firm.	In	other	words,	owners	share	operating	costs	but,	for	the	
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This	 discussion	will	 focus	on	 the	 following	highlights	 from	 the	 surveys-growth	 and	
changes	in	revenue,	operations,	and	succession.










surge	 slowed	 in	 2008,	
however,	after	 the	global	
banking	 crisis	 and	 steep	







growth	 of	 past	 years	 has	
slowed.	 The	 2008	 MAP	
Survey	 found	 that	 CPAs	
were	 continuing	 to	 ex-
perience	 high	 income	
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levels	 and	 billing	 rates	 as	
the	 recession	 was	 poised	





that	 a	 total	 of	 26	 percent	
of	firms	grew	between	10	
percent	 and	 19	 percent,	
while	 another	 8	 percent	
expanded	 by	 20	 percent	
to	 29	 percent	 and	 5	 per-




in	 size.	 Those	 numbers	
were	 little	 changed	 from	
the	2006	 survey,	 attesting	

















brace,	why	 is	 the	 average	marketing-expense-to-net-client-revenues	 ratio	 across	 all	 sizes	
of	firms	 so	 low?	The	MAP	Survey	 showed	 the	 average	percentage	of	 revenue	 spent	on	
marketing	was	1.2	percent.	If	a	firm	wants	to	safeguard	its	future,	it	must	stop	relying	on	its	
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$152,000	 and	 a	 little	 over	 $144,000	 for	 those	 ranked	 as	 top	 performers.	 If	 your	 firm	 is	
producing	at	a	rate	of	less	than	$144,000	per	FTE,	you	probably	are	encountering	both	an	
upside-down	pyramid	and	an	organizational	model	that	needs	some	attention.
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MAP Survey—Overall MAP Survey—Top Performers
Firms Overall Firms $2M & Less
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1 Partner Retiring in 5 years More than 1 Partner Retiring in 5 years
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“their	 firm’s	 clients	would	 be	 transitioned	 to	 the	 remaining	 owners	 or	 incoming	 own-
ers.”	But	the	79-percent	response	does	not	change	my	observation:	Many	senior	owners,	
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Structure and Leadership:  
Establishing a Foundation and 
Consistency
Chapter 2
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enablers.	Although	an	SOP	foundation	is	 introduced,	the	real	 focus	of	 this	chapter	 is	on	
developing	 the	 necessary	 decision-making	 authority	with	 supportive	 leadership	 that	 can	
confidently	and	efficiently	navigate	the	turbulent	waters	of	succession.
Enabler 1. Decision-Making Authority 
Decision-making	authority	is	simple	to	ascertain.	Could	the	chief	executive	officer/manag-
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compensation	 systems,	 from	client	management	 to	client	marketing	processes,	 from	 staff	
training	to	partner	development	programs.	This	enabler	creates	a	framework	for	the	organi-
zation	within	which	everyone	is	expected	to	work.
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Here	is	the	anecdotal	evidence	and	exercise	I	ask	my	clients	to	work	with	to	resolve	
conflict	regarding	this	point.	Sit	down	and	list	all	of	the	companies	your	firm	services	that	


















A sole proprietor (who owns 100 percent of the firm) decides to launch a forensic account-
ing service and establishes an educational program for one of his top audit managers. The 
manager objects to his new assignment. The sole proprietor responds by pointing to the 
door as a viable option. In this situation, the owner has control and can make these kinds of 
demands at will.
Sample Scenario: Voting Control
The CEO/MP (who owns 15 percent of the firm) decides that one of the senior owners has 
client responsibility for too many clients and therefore is underserving many of them. 
Therefore, it is time to reassign and transfer some of those clients to owners who have both 
better skills and more time to serve them. The senior owner is given a schedule as to which 
clients will be moved to which owners in what time frame. In this situation, the CEO/MP is 
granted the authority through organizational infrastructure.
Sample Scenario: Organizational Infrastructure
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Given the facts of the preceding examples, the CEO/MP, seeking to align compliance and di-
rectives, makes a proposal to the board requesting modifications to the compensation sys-
tem. This proposed adjustment not only takes into account the reshuffling of client respon-
sibility, but outlines the penalties for transitions not made timely (for the senior owner) and 
for clients lost after transition because of lack of scheduled contact (for the newly assigned 
owner). Changing the compensation system to immediately align and support the desired 
behavior requested by management is an example of properly utilizing SOP foundation.
Sample Scenario: SOP Foundation
The	evolution,	 strengths,	and	weaknesses	of	 these	enablers	 require	additional	clarifi-






Consider a firm run under a dictatorship in which control is held by a person, maybe two 
with similar perspectives. Regardless of whether that dictator is benevolent (leads through 
influence) or not (manages through command and control), the firm’s future potential is 
directly proportional to the abilities, vision, and philosophies of those controlling owners. 
Since there is no requirement to operate within a planning framework (such as a vision, and 
goals and objectives) or within a financial framework (such as a budget), and because these 
owners are not accountable to anyone, they can revise the direction, priorities, and resourc-
es of the organization as often as they desire without any necessity to defend their actions. 
This tends to create an operating environment in which the owners are rarely challenged by 
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process,	defined	expectation,	 and	monitored	performance.	Below	 is	 a	discussion	of	how	
enablers	operate	in	various	sized	firms.





are-all-part-of-the-same-team”	 structure.	This	 philosophy	 permeates	 every	 aspect	 of	 the	
business,	 from	defining	sick	time	and	vacation	days	 to	performance	pay.	Apparently,	 the	
theory	 is	 that,	 by	 formalizing	 expectations,	 you	 are	 establishing	 an	 acceptable	minimum	







Assume for a moment that there is no policy regarding sick time or sick pay. Also assume 
that there has never been a problem in this area. The firm continues to grow and prosper 
from 2 to 12 people. In order to meet the ever-expanding workload, employee number 
13, Michele, is hired. Michele works well for the first six months, but by month seven, she 
starts calling in sick fairly often on Monday. By the eighth month, Michele is occasionally 
calling in sick on Friday, too. After several counseling sessions, and about six months of 
elapsed time, a meeting is called to establish a sick time policy. The need for such policy 
becomes especially clear after the management team learns how hard it is to fire someone 
for excessive sick leave in the absence of a well-defined policy. The firm creates a policy 
that allows each employee to earn one-half day paid sick leave for every month worked, up 
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Enablers and $2-Million to $8-Million Firms 
Now,	let’s	take	a	look	at	firms	in	the	range	of	$2	million	to	$8	million.	In	this	size	range,	
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Enablers and Firms of $8-Million and More
Most	firms	larger	than	$8	million	realize	that	it	is	necessary	to	embrace	an	organizational	
infrastructure	 in	order	 to	build	 the	equivalent	of	voting	control.	Such	firms	also	 start	 to	
grasp	the	need	for	an	holistically	integrated	SOP	foundation	as	well.	Among	the	larger	firms,	
around	 $15	million	 or	more	 in	 revenue,	 both	 organizational	 infrastructure	 and	 an	 SOP	
foundation	are	usually	at	the	heart	of	their	operating	strategies.
This	is	not	to	say	that	firms	are	wrong	or	un-
successful,	 or	 headed	 for	 failure	 if	 they	 follow	 a	
different	strategy.	A	given	firm	may	be	one	of	the	
best	in	the	country	as	long	as	a	superstar	is	at	the	
helm.	 The	 point	 is	 that,	 for	 the	 same	 firm,	 the	
ideas	in	this	book	may	resonate	more	significantly	






als	 (the	 superstar	model)	 rather	 than	process	 and	
structure	(the	operator	model).	
I am proposing that a natural 
evolution is observable among 
successful firms as they grow and 
prosper, namely that they mature 
as follows: 
•  From the superstar to the 
operator model
•  From voting control to 
organizational infrastructure
•  From “no-rules” to an SOP 
foundation
 Key Point
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Enablers And Their Properties in CPA Firms 






































1 Many of the concepts mentioned below can be found in Boards That Make a Difference: A New Design for Leadership in Nonprofit 
and Public Organizations by John Carver, published by Josey-Bass Inc., San Francisco, 1997.
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but	 an	 unbelievable	 number	 of	 owners	 get	 involved	 in	 very	 serious	 conflicts	 over	 such	 
issues.	
Consider Steve, an owner with the firm’s second largest book of business. One of his good 
clients has exceeded the collection limits to the point that the policy dictates cutting off 
current work. Also consider that Steve takes offense every time anyone tells him how to run 
his client practice. Without an accounts receivables policy, odds are that no action would 
be taken until it was too late, i.e., the client declares bankruptcy or goes out of business. In 
other words, the client would take advantage of the firm as long as possible in a manner 
similar to the example given earlier, specifically, the employee abuse of an undefined sick 
time policy. In this instance, the owners, in order to avoid confrontation, would probably 
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Process	 can	 counterbalance	 superstars	 as	well	 as	 enabling	 organizations	 to	maximize	
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Last date revised: 04/30/2009
Vote required to update policy: A quorum of the shareholders, 66.66% of 
 the outstanding shares
Next Scheduled Review Date: 04/30/2010
Policy Details
This policy sets the agreed-to value of all of the entities affiliated with the shareholder 
group for purposes outlined in any of the legal agreements, between the shareholders. Any 
time Firm Value is referred to in our agreements, any legal action, dispute, or question 
regarding this topic is to be interpreted and/or resolved based solely on the most current 
board-approved version of this policy.
For the CPA firm: The value of the firm is set at 90 cents on 
 the dollar for firm net revenues
For the Technology firm: Book value of assets plus 1 times earnings
For the Bookkeeping firm: 75 cents on the dollar of firm net revenues
xx Unnumbered Figure 2-1xx













compensation	 committee	making	 recommendations	 on	 compensation-related	 policies.	 It	
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An owner agreement has just been updated for a five-owner firm in order to address how 
to compensate owners who retire early. Currently, no one is approaching retirement so it 
is really not a major issue. Consequently, a section is added to the owner agreement that 
reflects how to calculate the retirement payout should someone decide to retire up to five 
years early. 
Now, fast forward ten years. The most senior owner is retiring as expected and on 
schedule. Three months later, the other senior owner opts for an early retirement to begin 
six months from that date of declaration. As a result, an incredible burden is placed on the 
remaining three owners with regard to both payout requirements and the transition of the 
clients to ensure their retention. Because the early retirement issue was agreed to 10 years 
ago, no one has really taken a close look at this issue since then, especially since the early 
retirement declaration was a surprise to the three youngest owners. Therefore, those own-
ers get caught having to comply with an outdated agreement that, in the interim since it 
was first entered into, should have been updated several times.
Sample Scenario
Complexity	is	the	second	reason	to	remove	these	significant	issues	from	the	legal	agree-
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What Policies Should Be in the SOP Manual
How	many	policies	 should	 you	 create?	As	 few,	 and	 as	many,	 as	 necessary	 to	document	











Administrative and accountability policies,	along	with	the	development	of	processes,	were	at	the	
core	of	this	strategy.	So,	given	all	of	this,	the	logical	next	question	is,	“Where	do	we	go	from	
here?”	There	are	four	simple	steps	to	moving	forward:
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2 Adapted from Built to Last: Successful Habits of Visionary Companies by Jim Collins and Jerry I. Porras, published by HarperBusiness, 
New York, 1994.
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Step 2. Choose who you want to manage the firm 
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as	 if	made	up	of	 individual	 sole	proprietorships	 sharing	office	 space,	 administration,	 and	
systems.	Although	this	model	works	nicely	with	an	“eat-what-you-kill”	philosophy,	and	
it	allows	owners	to	customize	their	work/life/income	balance	any	way	they	want,	 it	has	
some	organizational	drawbacks.	It	 is	hard	to	 implement	accountability	 through	firmwide	
processes	or	systems	in	this	type	of	structure.	Why?	Because	in	this	model,	owners	handle	











02-Securing1-Chap02.indd   47 1/8/10   1:37:16 PM
48




This	 idea	 is	neither	novel	nor	new.	 In	 John	
Maxwell’s	 best	 selling	 book,	 The 21 Irrefutable 





































The more your organization is run 
by process, and the more inter-
changeable people are in serving 
your clients, the more value you 
are adding to your firm.
 Key Point
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The firm has four owners, namely, Bob, Jon, and Sue, who each has books of business of 
around $500,000, and Stan, who has a million-dollar-plus book. Although their ownership 
shares are equal, Stan always wants everything to be run his way. The minutia in dispute 
literally include the cotton content and color of the firm’s letterhead. Every time Stan does 
not get his way, he threatens to quit. Moreover, although Stan is great at bringing in busi-
ness and doing the work, he is a Tasmanian devil about managing people. The other three 
owners spend an enormous amount of time working with staff to keep them from walking 
out.
The three owners have continually rationalized their decision to put up with Stan’s mi-
cromanagement because they do not want to lose the volume of business that he brings in. 
They have grown comfortable with their salaries and having access to their current level of 
support staff, which depends on the $2.5-million-dollar volume. Finally one day, Stan goes 
too far. The other three owners take him up on his offer and ask him to leave. 
Two years later, the three-owner firm has revenues in excess of $2.5 million, and the 
owners are ecstatic. Stan has a small office, still manages his million-plus business, and 
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A firm of about $2 million in revenues has developed a strategy to grow the firm to $4 mil-
lion in revenues in five years (about 15 percent growth per year). This means that the firm 
is planning to add about 17 people (currently, there are 18 people and the belief is that 35 
will be enough). This also means that the firm will probably add several new owners, from 
the current three to five or six.
Of the three owners, Tom is three years from retirement (and owns 45 percent of the 
firm), Craig is 53 (and owns 35 percent of the firm), and Ralph is 44 (a fairly new owner who 
owns 20 percent of the firm). The senior owner’s strategy is to retire soon and he is taking 
a very risk-averse posture because he wants to protect his biggest personal asset—the 
firm. The two younger owners are the ones with the strategy to double the business (the 
vote came down 55 percent to 45 percent in favor of growth). However, Craig’s and Ralph’s 
reasons for wanting to achieve this growth are totally different. Ralph wants to add more 
owners to help carry the burden of paying out Tom and later Craig. Craig has made it clear 
that he wants to retire early, but in order to do that, he needs a lot more growth in order to 
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The	 following	sections	address	 some	of	 the	most	common	issues	and	 traits	 that	generate	
dysfunctional	behavior	among	owners.
Trait 1. Conflicting Personal Goals (Work/Life Balance)
Conflicting	personal	goals	usually	revolve	around	the	amount	of	work	an	owner	is	expected	
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decisions	from	unimportant	minutia,	this	person	should	be	on	his	or	her	own.	This	per-
sonality	profile	will	probably	be	very	 successful	 as	 a	 sole	proprietor.	Nevertheless,	 if	 this	
individual	remains	in	the	larger	firm,	he	or	she	is	likely	to	hold	the	entire	firm	back	from	
achieving	the	success	it	should	be	experiencing.



















might	 seem	more	benign	at	first	 than	the	others,	can	actually	have	a	 far	more	damaging	
result.	Although	the	senior	owners	may	give	themselves	a	better	chance	of	being	paid	out	
in	the	short	term,	the	long-term	viability	of	the	firm	may	be	at	a	much	higher	risk	because	











Trait 6. Disorganization and Lack of Planning 
Disorganization	 and	 lack	of	 planning	by	one	owner,	often	becomes	 everyone	 else’s	 cri-
sis.	This	is	a	common	characteristic	within	superstar	firms.	Superstars	need	to	be	involved	 
in	everything.	They	want	 to	help,	but	 they	also	want	 to	keep	 their	finger	 in	every	pot.	
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Trait 7. Manipulating and Undermining the Process 
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Management and Operations:  
Extending the Life and Culture  
of the Firm
Chapter 3
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1  Robert Reed, “Management and the Generation Gap,” S.A.M. Advanced Management Journal, January 1971, pages 16-18.
2  The New York Times quoted Gijsbert van Hall, the Mayor of Amsterdam, when he reminded the people of Socrates’ quote in his 
speech following a street demonstration in 1966 (The New York Times, April 3, 1966, page 16).
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that	person	was	always	owner	material	and	had	the	full	package	we	were	looking	for.”	In	
other	words—we,	the	current	owners	in	power—were	just	like	those	who	report	to	us	…	












A Final Word on the Generation Gap
To	summarize,	 today’s	youth	are	operating	at	maximum	capacity;	we	were	as	question- 
able	 as	 owner	material	 as	 our	 young	 people	 are	 today;	 and	we	 are	 probably	 falling	 just	






















Our younger people aren’t much 
different than we were.
 Key Point
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The receptionist, Sue, has many duties, from having the responsibility of giving a good first 
impression of the firm to handling a variety of overflow work from other administrative po-
sitions. She does a great job. The orders from management are “take initiative and do what 
is necessary. Don’t expect people to hold your hand.” So, the time comes when a group of 
marketing mailers to clients needs to go out with the deadline of that day. Without much 
instruction or anyone around to ask (because there is an all-day office-wide meeting going 
on), Sue figures out how to print the labels, puts them on the materials, stamps them, and 
drops them off at the post office on her way home. She believes she really accomplished 
something special that day. A couple days later, a client calls about an unrelated matter, 
but while on the phone, comments that they had received multiple marketing pieces. After 
investigation, it turns out that Sue selected the wrong label list. Rather than using the mar-
keting list, she used the master list (so people with multiple companies received a market-
ing piece for each entity). One of the owners, embarrassed by the client’s comment and 
frustrated by the mistake, marched to the front of the office and publicly scolded Sue for 














when	 they	 are	 willing	 to	 venture	 outside	 their	







that	money	was	wasted	 in	 postal	 costs	 and	more	marketing	 pieces	 than	were	 necessary.	
However,	Sue’s	diminished	inclination	to	take	initiative	in	the	future	will	cost	the	firm	20	
times	over	those	costs,	and	is	a	price	that	will	be	paid	every	year	from	now	on.
We have to keep a perspective. If 
our people are not making some 
mistakes, it is because they are 
only doing what they know how 
to do rather than what they can 
do. 
 Key Point
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doing	 the	work.	 If	you	want	your	employees	 to	
be	motivated	to	go	into	battle	with	you	every	day,	
you	 need	 to	 support	 their	 mistakes	 and	 respect	
their	 learning	 curves.	 Do	 not	 tolerate	 managers	
who	cannot	control	their	emotions	and	constantly	



































If you want to leverage one of the 
top motivators your firm has at its 
disposal, create an environment in 
which people can feel good about 
what they accomplish, even if it is 
wrong. 
 Key Point
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Figure 3-1: The Upside Down Pyramid Workflow Process
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So	 the	 next	 time	 you	 hear	 yourself	 utter	 
the	words,	 “It	will	 take	 too	much	 time	 to	 train	
my	 people	 to	 do	 this,”	 stop	 and	 remind	 your- 
self,	 “Hey,	 it	may	 take	 longer,	but	my	 job	 is	 to	
train	them	so	that	they	can	do	this	work.”	By	the	
way,	 another	 classic	 reaction	 from	 this	 reversed	
As a manager, your title is de-
scriptive of your job—to manage. 
Otherwise, your title would be 
“doer.” 
 Key Point
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work-flow	pyramid	 is	 that	 employees	 rarely	 get	 feedback	on	 their	work.	 Instead	of	 the	
owner	or	manager	sending	back	a	list	of	errors	for	the	originator	to	fix,	the	senior	people	
reviewing	the	project	make	corrections	and	get	the	work	out	the	door.	Once	again,	if	this	
group	 shirks	 its	 responsibilities,	 it	 creates	 employees	 below	 them	 that	 lack	 the	necessary	
competencies.











new	business;	 and	performing	only	 the	highest	 level	 advisory	or	expert	work.	Managers	
must	do	more	manager	work,	which	is	made	up	of	overseeing	the	work	queue,	supervising	
and	training	staff,	providing	guidance	when	necessary,	reviewing	work,	and	talking	with	




















Reversing	 the	pyramid	 is	an	 important	SOP	foundation	 for	 the	firm	to	build	upon.	
There	are	four	steps	you	can	take	to	reverse	the	pyramid.	They	are:
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Step 2. Transition and fire clients.
Besides	the	capacity	you	might	quickly	gain	from	better	utilization	of	staff,	the	most	fertile	
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Firms	don’t	actually	have	nearly as big a staffing shortage as they have an unprofitable work 
overage.	Too	many	firms	have	justified	taking	on	marginal	work	with	the	idea	that	it	will	
keep	their	people	busy	during	down	times.	My	philosophy	is	simple.

































Unprofitable work is unprofitable 
work, regardless of the season.
 Key Point
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as	 no	 surprise	 that	 you	 are	 likely	 to	 attract	 marginal	 performers.	 However,	 there	 are	 
compensating	factors	that	offset	wages.	These	factors	include	a	better	work	environment,	
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Firms should look at wages as 
a function of performance and 
return on investment more than 
position.
 Key Point
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Through skill development, Susan learns to work smarter and accomplish her current eight 
hours of job duties in five hours. As a reward, she receives a pat on the back, three more 
hours of work, and a tribute such as, “It must feel good to know that you are one of the 20 
percent of us that does 80 percent of the work.” Now, on the other hand, Tony (another 
employee) has been around the block often enough to recognize time management training 
as just another way his superiors can squeeze more work out of him. He knows the answer. 
It’s simple. If he just looks busy and uses the organizational techniques taught during the 
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Along	these	same	lines,	it	is	also	critical	that	we	align	our	employees’	motivations	and	
our	expectations	to	support	 the	objectives	of	 the	firm.	Consider	this	 scenario,	which	as-
sumes	that	personal	billings	are	our	only	interest.
David is a manager and is paid $75,000 a year. He worked 2,400 hours last year and billed 
1,600 hours; his billing rate was $125, and his realization was 80 percent, earning a total net 
billings to the firm’s clients of $160,000. Now Diane, on the other hand, is a manager who 
was paid $70,000, worked 2,080 hours, billed 1,100 hours at a billing rate of $150, and had a 
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	 •		Tool 1. Self-evaluation.	Employees	are	more	apt	to	go	home	feeling	good	about	what	
they	have	accomplished	when	they	can	compare	what	they	have	done	with	what	
was	expected.	




















ple	of	a	lag	measure	might	be	new client project dollars billed.	It	is	called	a	lag	measure	because	
it	is	the	final	result	of	staying	in	contact	with	your	clients,	identifying	opportunity,	selling	
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Bob is the senior tax accountant for the firm and is considered one of the best employees 
in the department. Last year, he worked an average of 50 hours a week and did high-quality 
work. Now, a new year is starting. The organization embraces a pay-for-performance 
philosophy. Therefore, it’s time to determine what to expect from Bob over the next twelve 
months. Because Bob is such a good employee, and because the plan is to promote him 
to manager soon, the management wants him to stretch his abilities. The firm believes 
that goals should be set at the furthest reach of an individual’s grasp to achieve the high-
est level of performance. So, Bob is given some lofty goals, tied in with some nice bonus 
incentives.
Bob steps up to the challenge, and it quickly becomes apparent that he is taking the 
objectives in stride. He puts in more than 60 hours a week during tax season, and still man-
ages to put in more than 50 the rest of the year. His work has never been better. However, 
at year-end, he falls a little short of the targeted objectives.
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It’s objective-setting time again and because the firm was so generous last year, this time 
the management really wants Bob to earn his keep. Bob is told as much, and exceptionally 
high goals are set for him for the upcoming year. Bob is considered potential owner mate-
rial and the management wants him to learn the ins-and-outs of how the firm works. Bob 
makes a valiant effort, too. His average workweek exceeds 60 hours. His billings are higher 
than they ever have been, and his clients rave about him. But still, at year-end, Bob falls 
short of several outlined targets.






In year three, Bob is burned out. He realizes that he must spend more time with his family 
if he wants to avoid a divorce. Bob still performs quality work, but he only puts in about 45 
hours a week. His work is still excellent, his clients still love him, but his output was signifi-
cantly smaller. By year-end, Bob is not even close to any of his annual targets.
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Element 5. Support learning on the job.
It	is	interesting	to	me	how	quickly	people	lose	sight	of	what	allowed	them	to	gain	the	skills	
they	now	possess,	namely,	through	the	process	of	“failing	on	the	job.”	Typically,	each	of	
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This	 requires	 significant	 change	 in	 philoso-
phy.	For	those	with	the	responsibility	to	manage	

























3 The Situational Leader by Dr. Paul Hersey, published by the Center for Leadership Studies, Escondido, CA, 1997.
Your best investment for build-
ing value in your firm is to spend 
the time and money required to 
develop your current employees 
and future leaders.
 Key Point
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our	 competitors.”	My	 cofacilitator	 responded,	 “What’s	 better,	 spending	 the	money	
training	your	people	to	make	them	more	effective	and	having	a	few	of	them	leave,	or	
not	training	any	of	them	and	having	them	all	stay?
Dumping the work is not ever  
an acceptable management  
alternative.
 Key Point
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Element 7. Reward overachievement.
































Receiving reward for overachieve-
ment is the capstone of the ac-
countability process.
 Key Point
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A	supervising	manager	 should	be	rewarded	more	 for	 the	achievement	of	 those	who	
report	to	them	than	for	their	own	personal	production,	assuming	the	supervising	managers	
meet	certain	minimums.


















Unfortunately,	many	 firms	 have	 told	me	 that	 their	 best	 supervising	manager	 candidates	
(“best”	being	the	person	with	the	attitude	and	aptitude	to	manage	people)	are	part-timers.	
However,	here	is	what	always	happens.
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A part-time manager works three days a week (let’s say, for this discussion, Monday 
through Wednesday). Projects come in, are scheduled, and are delivered to staff, so as 
to work around the part-timer’s schedule. Clients call in on Thursday, Friday, or Saturday 
(when the part-time manager is unavailable) and change their deadlines, or the staff gets 
stuck on a certain phase of a project, or a project encounters some last-minute problems as 
it becomes due. Then, the work falls to an owner or another manager to handle who (1) has 
to be brought up to speed, and (2) has to drop everything they have planned to resolve the 
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models,	 reporting	 responsibility,	 and	 project	 responsibility,	 and	 they	will	 conclude	with	
summarizing	points.
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Pools	 don’t	 have	 to	 be	





Hybrid Staff Report 
Model
Unfortunately,	 too	many	firms	
adhere	 to	 neither	 the	 direct	
report	or	 the	 staff	pool	model.	
Instead,	 these	 firms	 have	 pro-
duced	hybrids	that	are	founda-
tionally	 dysfunctional	 and	 are	
























age	talent	 in	the	pool	will	 likely	suffer	 from	malnourishment	in	both	career	training	and	
career	development.	I	am	not	saying	that	the	average	worker	won’t	have	access	to	training,	
but	rather	that	his	or	her	training	will	be	more	generic	rather	than	tied	to	the	individual’s	
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Let’s assume Beth is a supervising manager who schedules work for all of the staff mem-
bers each week and the work allocated to each person is expected to consume their avail-
able time. Now, let’s add Sandra, an owner, to the mix. She walks in on Tuesday and makes 
this request to one of the staff members: “I need some help on this right now. Could you 
put everything down and prepare this schedule before 2:00 p.m. today?” Then, at noon on 
the same day, Bert, the CEO/MP and controlling owner of the firm, comes over to that same 
staff member and says, “We need to take a long lunch and talk about a project that I think 
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What	I	regularly	hear	from	managers	and	owners	alike	is,	“Whenever	one	of	the	senior	












overrides	are	necessary.	 I	am	aware	 that	overrides	 to	 the	schedule	will	be	common.	But	
those	overrides	will	be	far	less	costly	to	the	firm	if	they	are	managed	within	a	process	that	
identifies	what	fires	are about to be started	by	the	priority	reshuffling	being	proposed.
I	believe	that	any	time	a	particular	workload	and	skills	justify	full-time	support,	direct	
reports	make	the	most	sense	from	the	standpoint	of	accountability.	If	you	have	a	situation	
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This	may	seem	foolishly	theoretical	rather	than	practical,	but	any	effort	to	clarify	how	
reporting,	 authority,	 and	 responsibility	works	within	your	firm	will	 return	 rewards	 very	
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  1. Performance	review	system
  2. Pay-for-performance	compensation	system
  3. Business	development	program
Regardless of whether you use 
pools or traditional direct report-
ing, each staff member needs to 
be managed by someone specific 
(i.e., managed, not just adminis-
tratively reporting to someone).
 Key Point
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  4. Leadership	development	program
  5. Motivation	and	rewards	program
  6. Partner-in-training	program
  7. Career	professional	program
  8. Owner	evaluation


























the	 attitudes	 and	 values	 encountered	 between	 the	 various	 generations	working	 in	 your	 
organization.
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Partner-in-Training Program
Everyone	should	know	and	understand	the	minimum	that	 is	required	to	become	a	part-
ner.	The	 typical	 firm	 just	 lists	 a	 number	 of	 subjective	 criteria.	As	we	 have	 discussed	 in	
































any	time	 left	 for	building	client	relationships.	However,	 if	 the	pyramid	works	optimally,	
then	a	partner	could	easily	handle	$1	million	or	more.	Obviously,	this	is	more	about	a	dol-
lar	volume	in	combination	with	client	volume,	than	either	factor.	For	example,	a	partner	
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Firms	of	 all	 sizes	 are	discovering	 the	benefit	of	working	with	 local	 colleges	 (from	com-












Mentoring and Coaching Program
As	 for	mentoring	 and	 coaching,	 the	 AICPA’s	Women’s	 Initiatives	 Executive	Commit-
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 1.  Level of job.	This	refers	to	the	level	of	competence	required	to	do	the	job,	whether	
intern	or	managing	owner.
 2.  Expectations of the job.	This	refers	to	the	assorted	roles	and	responsibilities	of	positions,	
such	as	the	difference	between	supervisory	and	technical	manager.
 3.  Return on investment for that job.	This	refers	to	the	gross	margin	that	is	anticipated	to	
be	returned	by	an	individual	for	the	firm’s	investment	in	payroll.
The	 following	 sections	 outline	 the	 specific	 steps	 to	 creating	 a	 compensation	 system	
framework.	But	first	we	will	begin	with	a	 look	at	 the	problems	 in	 typical	compensation	
systems	and	what	criteria	are	currently	in	use	by	firms.
The Problems
I	 surveyed	 a	 small	 group	of	 about	 40	CPA	firms	 to	 accumulate	 some	basic	 information	
about	their	compensation	systems.	These	firms	were	hand	selected	and	ranged	in	size	from	
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Problem 2. Rewarding Past Work Rather Than What Is Being  
Done Today





















Problem 5. No Incentives for Client Transfer
Few	incentives	or	repercussions	are	included	in	the	vast	majority	of	compensation	systems	
for	transferring	clients	to	other	owners	or	managers.	Systems	usually	pay	CPAs	to	bring	in	
business	and	manage	clients,	but	 they	do	not	pay	to	transfer	 those	clients	 to	owners	and	






Problem 6. Basing Retirement Formulas on Salary
Retirement	 formulas	 are	 all	over	 the	 lot,	 ranging	 from	those	based	on	 the	market	value	 
of	 the	 firm	 to	 those	 based	 on	 salary,	 and	 everything	 in	 between.	 One	 of	 the	 biggest	 
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disadvantages	of	 salary-based	retirement	pay	 (the	retirement	payout	amount	calculated	as	
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tem	 to	 support	 it.	Compensation	 systems	 should	
be	built	 to	 reward	 the	behaviors	you	want	con-




















The	problem	 is	…	 there	 is	 a	naturally	occurring	conflict	between	 the	 superstar	 and	
operator	models	and	it	goes	like	this:
Most	businesses	are	founded	and	become	successful	built	on	the	superstar	model.	How-














Compensation should be based 
on firm strategy.
 Key Point
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Table 3-1:  Billing Rate Analysis
Billing Rate Analysis
Accountants Budgeted Charge Hours Billing Rate Salary
Suggested 
Multiplier
Avg Paid CEO/MP   975 225 270,000 0.85
Avg High Paid Partner 1,000 210 240,000 1.25
Avg Low Paid Partner 1,300 185 150,000 1.65
Avg High Paid Manager 1,300 150  82,000 2.25
Avg Low Paid Manager 1,500 120  60,000 2.50
Avg High Paid Staff 1,500 105  52,000 2.75












	 Staff	 	 3.0
	 Bookkeepers	 	 3.5
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To	compute	what	 I	 call	 the	multiplier,	 the	 internal	 rate	 is	 simple.	For	each	position,	
given	its	 level	and	expectations,	and	the	payroll	dollars	 invested	in	 it,	 there	 is	a	required	
return.	This	multiplier	sets	a	generic	revenue	expectation	or	gross	margin	for	various	posi-
tions	in	the	firm.	So,	looking	at	the	chart	above,	if	a	firm	pays	a	manager	$82,000	and	that	
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Table 3-2:  Billing Rate Analysis
Billing Rate Analysis






Avg Paid CEO/MP 90.00% 197,438 229,500 32,063)
Avg High Paid Partner 90.00% 189,000 300,000 111,000)
Avg Low Paid Partner 90.00% 216,450 247,500 31,050)
Avg High Paid Manager 90.00% 175,500 184,500 9,000)
Avg Low Paid Manager 90.00% 162,000 150,000 (12,000)
Avg High Paid Staff 90.00% 141,750 143,000 1,250)
Avg Low Paid Staff 90.00% 137,700 120,000 (17,700)
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Avg Paid CEO/MP 1,133 0.73 262 37)
Avg High Paid Partner 1,587 0.79 333 123)
Avg Low Paid Partner 1,486 1.44 212 27)
Avg High Paid Manager 1,367 2.14 158 8)
Avg Low Paid Manager 1,389 2.70 111 (9)
Avg High Paid Staff 1,513 2.73 106 1)
Avg Low Paid Staff 1,481 3.44 78 (12)
* Calculated Targeted Hours is the number of hours that would meet the suggested multiplier without 
changing rates or hours.
† Current Expected Multiplier is the multiplier that is currently calculated considering current hours, 
billing rate, and realization.
‡ Automated Suggested Billing Rates is the billing rate that would allow the current hours and realiza-
tion to achieve the suggested multiplier.
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one	based	on	 your	 situation,	 your	 employees,	 and	 your	 expectations.	The	new	column	













Adjust charge hours, realization, and billing rate.
Once	perceived	 fair	 revenue	 targets	have	been	established	 for	each	 individual,	you	want	
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because	 so	many	variables	 influence	performance.	Many	 times,	underperformance	 results	
from	a	combination	of	these	issues.	Obviously,	you	should	not	punish	your	employees	for	
underperformance	for	which	they	are	not	responsible.	For	instance,	consider	the	following:
Sally makes $75,000 and is a technical manager. For this example, assume that the firm 
sets her multiplier at 2.75. Therefore, her personal billings for next year are expected to 
be $206,250. However, Sally is the technical guru for the nonprofit niche. But much of the 
nonprofit work has been discounted by 15 percent or more below the standard rates. This 
occurs because the owner in charge of this niche (Ann) has worked with many of these 
clients for 25 years and does not want to upset them by dramatically raising their rates to 
what they should be. Ann fights to keep the rates down with the justification that much of 
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Assume a sole proprietor with no employees who took home $150,000 last year. This year, 
an assistant was hired. Obviously, the owner is concerned that his or her income will be 
reduced by the amount being paid to the assistant. A possible simple performance plan is 
for the owner to take home the same amount as last year, and then share 10 percent of the 
extra profits with the assistant. If the assumption being made here is that the owner would 
not have been able to overproduce last year’s success without the additional help, then the 
objective is to motivate the assistant to help free up the owner’s time (making it possible to 
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The firm has an owner (Sheryl), a manager (Lee), and a CPA staff member (Lila). Sheryl 
wants Lee to meet a personal performance goal of $100,000 in billings over her salary. Lee 
is paid $75,000 a year. So, staying with the idea that the incentive plan should start pay-
ing for performance below the annual target, Sheryl sets the base incentive bar for Lee at 
$165,000. However, because Lee can easily hoard work and Lila would then sit idle, Sheryl’s 
plan also requires that Lila must meet a minimum billing number (say, $108,000, since her 





















pressure	 by	 getting	 rid	 of	 slackers,	 a	 system	 like	
this	will	fail	quickly.
The key is to put together a 
system that fits the personalities 
of your employees and hence is 
meaningful to them.
 Key Point
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input	 regarding	 their	 client	billing.	Many	owners	will	 instantly	 react,	believing	 that	 staff	
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Step 3(c). Establish performance targets for owners.
Obviously,	this	is	the	most	complex	part	of	the	compensation	plan,	mostly	because	it	is	so	
political.	Owners	do	not	 like	 to	be	accountable.	At	 the	owner	 level,	many	firms	expect	
owner	performance	 that	 is	 similar	 to	 that	of	 technical	managers,	 as	previously	described.	
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Bill, Sam, and Jerry were all owners, each owning 33.33 percent of the firm. Jerry retired 
and Gale was brought in as an owner to replace him. Gale was given an ownership interest 
of 20 percent, with the remainder of Jerry’s shares going to Bill and Sam (giving them both 
40 percent each). Later, Howard was added as a 10-percent owner, which reduced Gale’s 
ownership to 18 percent, while Bill and Sam dropped to 36 percent each. Then, Sam retired, 
and the shares were distributed by ownership percentage again, with the result that How-
ard owned 15.62 percent, Gale 28.13 percent, and Bill 56.25 percent. So, as several owners 
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 1.  Equalizing	ownership	makes	it	increasingly	difficult	to	create	the	necessary	decision-
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A small firm has gross revenues of about $800,000. One of the two managers of the firm, 
Dave, expressed an interest about a year and a half ago in becoming an owner. Because 
the sole proprietor, Becky, has been so slow in responding to Dave’s request, Dave finally 
tells Becky that he is going to start his own practice. Becky, realizing that Dave has strong 
relationships with $200,000 worth of her business, offers Dave a 25-percent equity interest 
to stay. Becky rationalizes that she did not give away the farm with this offer because she 
knows she can still set the salaries, control the bonuses, and dominate the voting with her 
75-percent share. So, Dave takes his 25 percent of the business and goes back to work.
Sample Scenario
There	 are	 a	number	of	problems	with	 this	 situation.	First,	Becky	 should	have	been	
proactive	regarding	Dave	by	deciding	how	she	wanted	to	handle	this.	If	Dave	was	owner	










do,	and	firms	need	 to	be	willing	 to	 stand	up	and	fight.	Dave	 should	have	had	 to	 sign	a	
noncompete	or	employment	agreement	when	he	first	started	having	regular	contact	with	
the	firm’s	clients.	Such	an	agreement	would	have	made	it	more	difficult	 for	him	to	take	
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Step 4. Conduct performance evaluations.
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that	 produces	 these	 behaviors	 and	 actions,	 and	















If you are asking people to per-
form one way, but paying them to 
perform another, you must, to put 
it simply, “Change your approach 
so that you are consistently 
putting your money where your 
mouth is!”
 Key Point
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Reason 3. Marketing can generate owner conflict.
Third,	most	important,	and	as	a	result	of	the	first	two	issues,	marketing	creates	some	large	
chasms	between	owners,	and	these	have	to	be	bridged.	Too	many	business	development	
owners	 use	 their	marketing	 prowess	 to	 hold	 their	 technical	 owners	 hostage.	And	 inter-
estingly	enough,	because	of	 that	prowess,	firms	 too	often	misdirect	 resources	away	 from	







Doing	 this	 is	 also	a	great	 leveler.	 It	puts	 the	







porting	 seamless	 leadership	 transitions	 and	 firm	
succession.














To sustain your firm over time, 
you have to convert marketing 
from an individual function (i.e., 
the superstar model) to a firm-
wide function (i.e., the operator 
model).
 Key Point
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Many	firms	have	also	invoked	a	team	approach	to	managing	their	top	clients.	There	













 1.		Because	 you	 roughly	 pay	 about	 75	 cents	


























Managing the firms’ client 
relationships is not a job that 
can wait until the work queue is 
empty (which is how most firms 
proceed), but rather is the job, 
whereas working the queue is a 
very low priority.
 Key Point
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many	of	 the	owner	discussions	 regarding	acquisitions	 and	mergers,	 is	 that	 such	deals	 are	
almost	always	driven	by	the	desire	for	firm	growth.	If	acquiring	staff	is	the	central	concern,	
there	are	other	 far	 less	expensive	and	chaotic	SOP	 foundation	processes	 to	consider	 (for	
instance,	intern	programs	and	recruiting	programs).
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foundation	premise	that	service	businesses,	especially professional service businesses, are predomi-
nantly referral driven.	This	means	that	although	firms	can	use	a	variety	of	media	to	advertise	
and	expose	their	practice	(like	TV,	newspaper,	radio	advertising),	very	little	will	come	of	






04-Securing1-Chap04.indd   127 1/8/10   1:40:00 PM
128
Securing the Future: Succession Planning Basics







know	and	respect	your	firm.	These	 sources	are	current	clients;	 friends	and	 family	of	 the	
firm,	as	well	as	supportive	professional	resources	(such	as	attorneys,	insurance	agents,	stock-
brokers,	and	bankers	that	currently	work	with	the	firm).	Why	is	the	referral	so	important	





























Based on my personal experience 
consulting with CPA firms over 
the past 25 years, a conservative 
estimate is that referrals account 
for more than 90 percent of the 
annual growth of most firms.
 Key Point
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Winters and Associates, a successful CPA firm, decided to expand its offering to include the 
nontraditional service of technology support. As a logical place to start, this service was 
marketed to their existing client base. Immediately, there were several leads. Within six 
months, the technology projects fully utilized what normally would have been off-season 
idle time by the technology-savvy management and staff. Yet, additional requests were still 
coming in. Rather than miss these lucrative opportunities, management hired a full-time 
information technology (IT) expert for the sole purpose of satisfying the growing client 
demand for this service.
Six months later, after adding and shifting personnel to operate this new growing 
IT department, the pent-up demand from the existing client base had been satisfied. The 
technology support requests continued, but slowed down. Over the next 12 months, the 
nonbillable time of the technology staff was growing and becoming problematical.
Management recognized that the firm’s financial resources were being drained and that 
the owners’ willingness to support this service was dwindling. Some IT people were shifted 
back to more traditional departments. But in order to salvage the IT service, management 
also put together a comprehensive marketing campaign to expand the firm’s IT visibility. 
The result was an even more restricted cash flow because, although the expanded market-
ing effort generated significant interest, the new business was slow to materialize. The firm 
quickly discovered that it takes more time and is much harder to sell IT services to new 
clients than to sign up existing clients for the same services. The owners were not willing to 
support the losses being incurred by the technology department, at least not for the time it 
would take for demand to catch up with supply. They decided to go back to their bread-and-
butter services and leave technology support to other CPA firms. This decision prompted 
one of the owners to leave to start a technology-focused CPA firm; he took several of 
the firm’s key employees and a good number of the clients with him. It took Winters and 
Associates years to recover from this technology adventure, specifically, from the losses 
incurred by launch of the technology niche service and the personnel losses triggered by 










 3.		Inconsistently	 focused	 firm	marketing,	with	 little	 distinction	 between	 owner	 and	
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between	 existing	 clients	 (those	 currently	 being	 served)	 and	 prospects	 (potential	 clients).	
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Fortress Approach Versus Empire Approach 
Growth Strategies
Most	firms	think	marketing	is	synonymous	with	new	client	development.	However,	mar-






































Remember, the vast majority of 
your clients think your firm offers 
no more than the services they 
currently buy from you.
 Key Point
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Fortress Approach Versus Empire Approach and Their Markets
The	following	are	three	examples	that	demonstrate	the	two	marketing	approaches	and	the	
audiences	to	which	they	cater.
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We	 hope	 this	 discussion	 about	 fortress	 and	
empire	 has	made	 it	 more	 clear	 how	 to	 best	 le-

























Once your fortress is protected, it 
is the right time for some well-
planned, strategically initiated 
empire building.
 Key Point
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Step 1. Create an up-to-date database. 
You	need	an	easy	way	to	regularly	access	all	of	your	clients	and	referral	sources’	names	and	
addresses.	An	important	part	of	this	process	is	to	also	identify	those	clients	who	should	not	













ers	will	want	 to	omit	various	clients	 and	 referral	
sources	 from	 certain	mailings	 and	messages.	 Af-
ter	 the	master	 list	 is	cleaned	up	(by	ensuring	the	
proper	 names,	 addresses,	 salutations,	 and	 e-mail,	
and	by	omitting	duplication),	management	should	
fine-tune	 the	 list	 by	 addressing	 exceptions.	This	










You want to get the database right 
so that the mailing and e-mailing 
task of making regular contact can 
be done by administration, with-
out owner and manager approval 
each time.
 Key Point
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D	 A	D	 client	 could	 seemingly	 fall	 into	 any	 of	 the	 classifications	 above.	However,	










nevertheless	 involves	you	 in	big	projects	 that	are	profitable.	Generally	 speaking,	
most	firms	know	quickly	who	falls	into	their	definition	of	the	D	category.	At	the	
end	of	the	day,	you	do	not	want	any	D	clients.	This	means	that	your	objective	is	
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in	philosophy.	For	most	firms,	 it	means	 they	have	 to	“reverse	 the	pyramid”	 in	order	 to	
achieve	this	transition,	which	can	be	a	difficult	battle	to	win	in	many	firms.
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use	of	a	 standardized	report	 is	 for	your	owner	 in	charge	of	marketing	(or	 the	marketing	
committee)	to	review	each	owner’s	and	manager’s	plans	with	them	once	a	quarter	as	a	kind	
of	a	mini-business	development	session.	This	ensures	that	the	firm’s	resources	are	properly	




















of	 an	 automated	 contact	management	 system.	 Some	 firms	 use	 the	 contact	management	
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 1.  Underservicing.	The	book	of	business	managed	by	the	professional	is	getting	too	large	
for	that	individual	to	adequately	service	all	of	his	or	her	clients.
 2.  Resource matching.	The	resources	of	the	firm	would	be	better	utilized	and	maximized	
by	replacing	the	professional	who	currently	manages	the	client.
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relationships	in	an	adequate	and	timely	fashion,	it	is	the	transition	that	tends	to	hurt	firm	
value	and	profitability	the	most.





































04-Securing1-Chap04.indd   150 1/8/10   1:40:07 PM















es).	The	 active	 system	 is	meant	 to	 identify	 and	deliver	personal	 service	 to	 those	
clients	needing	and	wanting	it	most	(namely,	the	firm’s	top	clients).
 11.		Do	not	try	to	make	the	passive	campaign	perfect;	just	set	it	in	motion.	It	is	called	
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Succession Strategies: Passing 
the Torch
Chapter 5










CPA Firm Succession Stories 
Below	are	five	succession	stories.	Each	story	is	followed	by	lessons	that	can	be	drawn	from	
the	story.
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Story 1. Two Senior Partners
Consider	two	senior	owners	who	own	100	percent	of	the	firm.	They	are	a	few	years	from	
retirement.	The	current	market	is	paying	85	cents	on	the	dollar	for	gross	revenue	of	the	
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that	was	of	interest,	and	a	second	firm	found	about	$25,000.	The	remaining	approximately	
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Story 4. Four Owners—Two Seniors and Two New
The	CPA	firm	Cameron	and	Aven	(C&A)	has	gross	revenue	of	about	$3	million.	Anne	
Cameron	is	a	strong	business	developer	and	Lee	Aven	is	the	firm’s	technical	guru.	Anne	
and	Lee	have	admitted	 two	other	owners	over	 the	past	eight	years,	both	of	 them	being	
predominantly	technical.
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Fifth,	 the	 firm	 should	 put	major	 pressure	 on	 the	 owners	 and	managers	 to	maintain	
regular	visibility	for	those	clients	for	whom	they	have	relationship	responsibility.	All	A	and	
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some	of	the	more	common	alternatives	that	I	have	either	been	involved	with	or	heard	about.	
The	 following	section	will	discuss	 typical	deals	made	 to	acquire	CPA	firms,	 typical	deals	
made	to	merge	CPA	firms,	what	the	seller	looks	for,	and	how	candidates	are	identified.
Typical Acquisitions of CPA Firms 



















This	more	 constrained	 and	 conservative	 ap-





lide,	 the	 result	 is	 often	 a	 terrible	 explosion	with	
casualties	on	all	sides.	Firms	have	discovered	that	
owner	 competencies,	 roles,	 and	 responsibilities	
can	be	extremely	different	 from	one	firm	to	 the	








For the most part, the firms in the 
market today are not willing to 
buy just anyone. On the contrary, 
they are looking for firms that 
will add synergistic value to their 
current offerings and strategy at 
minimal reorganizational costs.
 Key Point
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Revenues Value Given Extension Weighted Average
Individual tax practice $120,000  50% $ 60,000 20.0%
Corporate tax practice $100,000 110%  110,000 36.7%
Bookkeeping work $ 30,000  75%   15,000  7.5%
Reviews/Assurance work $ 50,000 100%   50,000 16.7%
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Typical Mergers of CPA Firms
This	 section	will	 cover	 the	 goals	 of	 sellers	 and	 purchasers,	 deal	 structures,	 and	 a	 hybrid	
strategy.







 2.		What	 is	 the	 owners’	 base	 salary,	 and	 how	 will	 their	 annual	 compensation	 be	 
derived?	
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Adjustments	 that	 are	ordinarily	considered	 to	offset	 the	various	 identified	 inequities,	
either	pro	or	con,	would	be:
	 •		Minimum salary guarantees.
	 •		Fixing the retirement formulas.	For	owners	who	will	be	retiring	soon,	the	lead	firm	
might	establish	a	minimum	annual	salary	as	well	as	freeze	the	retirement	amount	so	
that	these	owners	can	focus	their	time	on	transitioning	their	clients.
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First,	 consider	 some	of	 the	previous	 information	drawn	 from	the	Succession	Survey	
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unexpected	 heath	 impairment	 or	 disability,	 then	
it	makes	sense	that	money	is	even	less	of	a	driver	
when	owners	are	considering	merger	and	having	
a	 long-term	 relationship	with	 this	 firm.	 For	 ex-
ample,	if	owners	anticipate	that	future	retirement	










developed	 the	necessary	 leadership,	 authority,	 systems,	processes,	 and	 training	 to	 endure	
over	a	long	period	of	time.	Target	firms	are	looking	for	sell	or	merge	candidates	that	have	




















tion	will	 allow	 the	 assimilation	 of	 other	 firms	more	 easily,	 quickly,	 and	 at	 a	 lower	 re-
organizational	 cost.	On	 the	 other	 hand,	 firms	with	 poor	 decision-making	 authority	 and	
An acquisition is not just about 
money; the selling firm wants to 
connect with a well-run buying 
firm that will take good care of 
the relationships that have been 
nurtured throughout the years.
 Key Point
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In	contrast,	 if	 it	 is	clear	that	the	anticipated	boundaries	do	not	exist,	the	resulting	power	















potential	 buyers	 and	 sellers.	 CPA	 firm	 associations	 are	 growing	 quickly	 as	 an	 excellent	
source	of	information,	including	tools,	checklists,	guides,	and	other	such	support.	Firms	also	
use	these	organizations	to	access	specialty	talent	and	to	avail	 themselves	of	best	practices.	
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Consider a firm that has successfully retired two or three owners over the past 10 years, but 
about five other owners (say, 60 percent of the remaining owners) potentially all fall inside 
the same retirement window. The formula that worked well for the first few owners might 
fail with this next generation because the firm might be able to handle the financial burden 
of the retirements, but is unlikely to be able to handle the exponentially negative decline 















Retirement Plan Potential Disconnects
Another	goal	is	to,	as	much	as	possible,	disconnect	various	compensation	systems.	Consider	
the	following:
A firm with annual gross revenue of $3 million has four owners; one is 64, another is 59, the 
third is 58, and the youngest is 52. Their annual salaries are $350,000, $300,000, $300,000, 
and $275,000, respectively. The retirement formula pays retirees three times each owner’s 
highest salary earned during their last 10 years, paid out over 10 years. Assume that the 
salary averages are fairly constant. An arm’s-length firm wants to buy the above firm and 
retire all of the owners creating a 10-year obligation totaling $3,675,000, with a present 
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is	 only	worth	 so	much,	 and	 if	 the	 junior	 own-
ers	believe	they	are	being	charged	an	unjustifiable	
markup,	they	will	revolt	and	leave	to	find	a	fairer	
deal	 elsewhere.	 And	 there	 is	 a	 growing	 likeli-


























Any time you tie multiple systems 
together (like annual compensa-
tion and retirement benefits), you 
have to constantly monitor to 
avoid unfavorable outcomes, such 
as the following:
1.  One system handcuffs the other 
(preventing the firm from mak-
ing needed corrections).
2.  One system is forcing the other 
system out of balance with 
reality (such as significantly 
overcharging firm value).
3.  One or both systems fail to in-
dependently support the firm’s 
objectives.
 Key Point
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A firm has six owners. Two are 63, two are 55, and two are 46. The firm does not have 
mandatory retirement. The two senior owners own 50 percent of the firm combined. 














contemplating	 retirement.	Given	 this	 situation,	 the	firm	 is	 looking	at	 the	possibility	 that	
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	 •		Guaranteed	themselves	a	more	generous	retirement	benefit	through	the	continued	
growth	of	the	firm.
In	many	situations	around	the	country,	without	mandatory	retirement	 in	place,	 it	 is	
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Retirement Plan Test on Value 



















thumb	value	of	the	firm	to	arrive	at	the	remaining equity in the firm.	









It is important to balance the 
value of the ongoing firm with the 
cost of paying the retiring owners.
 Key Point
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Paul is 60-percent owner of a $1.5-million firm. They currently have $200,000 collectable in 
A/R, $110,000 in unbilled, good WIP, and the market value of the firm’s assets is $90,000. 
Outstanding payables are around $50,000, with a line of credit of $200,000 and a long-term 
note of $175,000. Using my rule-of-thumb test, I would get the following result:
Step 1—$1.5 million in revenues × $1 dollar = $1,500,000
Step 2—Adjusted receivables + WIP + assets =  400,000
Step 3—Payables + notes + line of credit =    425,000
My rule-of-thumb value for existing owners: $1,475,000
Step 4—To reflect the soon to be retiring owner’s impact on value:
Rule-of-thumb value for existing owners: $1,475,000
Present value of the 10-year, $100,000 per year payout at 5%
 discounted rate    772,174
Remaining value of the firm: $  702,826
Step 5—To reflect the value of the firm that the remaining owners
should be left with: 
Rule-of-thumb value for existing owners: $1,475,000
Remaining owners’ ownership of the firm:       40%
Remaining equity in the firm:  $  590,000
Since my simple calculation shows that the remaining value of the firm is greater than the 
remaining equity, then the owners remaining have more to gain by paying off the retiring 
owner than taking a drastic action, such as splitting up. However, if the retiring owner 
was to receive $125,000 a year for 10 years, this situation starts to become very marginal 
because the remaining value is less than the remaining equity.
To reflect the soon to be retiring owner’s impact on value:
Rule-of-thumb value for existing owners: $1,475,000
Present value of the 10-year, $125,000 per year payout at 5%
 discounted rate    965,217
Remaining value of the firm: $  509,783
Sample Scenario
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Transition Leadership Development 
Here	 is	 what	 I	 mean:	Whether	 you	 are	 talking	
about	the	new	leaders	 in	training	in	a	CPA	firm	
or	 any	 business	 on	 the	 planet,	 essential	 life	 and	
business	 lessons	are	 learned,	most	often,	 through	
mistakes.	This	issue	is	one	of	the	biggest	problems	
encountered	 in	 succession	 of	 family	 businesses.	
Transition is simply about giving 
clients more reasons to stay with 




Success in developing leadership 
requires understanding that “mis-
takes need to be proportionately 
in line with position.”
 Key Point
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Dad owns a manufacturing business. Daughter has worked in the business for 22 years. 
She has held positions in purchasing, accounting, administration, and manufacturing. She 
is now Vice President of Operations. Dad is a strong-willed, very controlling entrepreneur. 
He has run this business with an iron fist since he started it 25 years ago. He wanted to re-
tire five years ago, but did not believe that his daughter was ready to take over, nor was he 
willing to risk his biggest asset by turning it over to her. Six months ago, Dad got very sick. 
The prognosis for full recovery is excellent, but his close encounter with death has changed 
his priorities. He now is ready to turn the business over to his daughter and walk away to 














accountable	 for	 the	decisions	 she	made.	When	 she	made	bad	decisions,	Dad	 intervened	
and	killed	them.	If	she	made	good	decisions,	Dad	implemented	them.	But	the	daughter,	
all	along,	never	developed	a	“gut”	instinct	that	would	give	her	an	early	warning	sign	about	
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Although	 the	do-nothing	 strategy	may	have	helped	 the	 senior	owners	manage	 their	
risk	while	they	were	around,	the	conservatism	of	their	actions	and	attitudes	actually	puts	the	
firm	in	greater	jeopardy	after	their	retirement.	The	firm	would	have	been	far	better	off	if	
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Succession Plan Agreements Issues 
Recall	the	earlier	suggestions	that	an	essential	first	step	is	to	redo	your	owner,	retirement,	
compensation,	 and	 other	 agreements,	 eliminate	 from	 them	 all of the formulas and specific 




Besides	 the	heightened	 level	of	 issue	 scrutiny	and	oversight	 that	will	occur	as	a	 result	of	
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employee	within	 the	defined	grace	period,	we	will	 send	them	notice	of	 that	employee’s	
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Additional Succession Plan Issues 
Here	are	some	of	the	remaining	questions	and	responses	we	have	yet	to	cover	in	full	from	
the	PCPS	Succession	Survey.	These	questions	were	only	 asked	of	 those	firms	 that	have	
multiple	owners.
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tion	and	client	book	management	 result.	This	 actually	works	 in	 the	controlling	owners’	
favor,	however.	A	number	of	them	will	be	able	to	“double-dip,”	so	to	speak,	and	augment	
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slowly	deteriorate	as	 individual	priorities	 supersede	 the	need	 to	put	 the	firm	first.	Either	
extreme	is	a	predictor	that,	as	soon	as	older	voters	are	retired,	the	new	leadership	will	swing	
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Pitfall 5. Designated Rainmaker
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 4.		Tie	 compensation	 to	 the	 achievement	 of	 key	 objectives	 (using	 either	 lead	 or	 lag	 
measures).
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age	 the	 traits	 and	characteristics	 that	 are	good.	But	also	 start	building	bridges	 to	 traverse	
the	chasms	in	strategy	and	operations	that	have	occurred	through	constantly	placating	the	
firm’s	superstars.	It	is	time	to	realize	that	a	firm	cannot	achieve	significant	momentum	by	
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